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JOINT LEGISLATIVE BUDGET COMMITTEE 
  Tuesday, February 26, 2008 

  8:00 A.M. 
  Senate Appropriations, Room 109 

 
 
 

MEETING NOTICE 
 

- Call to Order 
  
- Approval of Minutes of November 20, 2007. 
  
- DIRECTOR'S REPORT (if necessary). 
  
- EXECUTIVE SESSION  
 A.  Arizona Department of Administration, Risk Management Services - Consideration of     

      Proposed Settlements under Rule 14. 
 B.  AHCCCS - Review of KidsCare Eligibility RFP Responses. 
 C.  Annual Performance Review of JLBC Staff Director. 
  
1. DEPARTMENT OF ADMINISTRATION - Review of Health Reimbursement Account and 

Health Savings Account Proposals. 
  
2. DEPARTMENT OF ENVIRONMENTAL QUALITY - Review of Water Quality Permit 

Processing Times. 
  
3. AUDITOR GENERAL - Review of English Learner-Related Modifications to the State 

Accounting System for Public Schools. * 
  
4. ARIZONA COMMUNITY COLLEGES - Review of Proposed Dual Enrollment 

Intergovernmental Agreement Template. * 
  
5. DEPARTMENT OF ENVIRONMENTAL QUALITY - Review of Intended Use off Monies in 

the Indirect Cost Recovery Fund. * 
  
6. DEPARTMENT OF PUBLIC SAFETY - Quarterly Review of the Arizona Public Safety 

Communication Advisory Commission. * 
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7. ARIZONA DEPARTMENT OF TRANSPORTATION - Review of Third Party Progress 

Report. * 
  

 
* Consent Agenda - These items will be considered in one motion and testimony will not be taken.
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
The Chairman reserves the right to set the order of the agenda. 
2/20/08 
 
lm 
 
 
People with disabilities may request accommodations such as interpreters, alternative formats, or assistance with physical accessibility.  
Requests for accommodations must be made with 72 hours prior notice.  If you require accommodations, please contact the JLBC Office 
at (602) 926-5491. 
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MINUTES OF THE MEETING 

 
JOINT LEGISLATIVE BUDGET COMMITTEE 

 
November 20, 2007 

The Chairman called the meeting to order at 9:40 a.m., Tuesday, November 20, 2007, in House Hearing Room 4.  The 
following were present: 
 
Members: Representative Pearce, Chairman Senator Burns, Vice-Chairman  
 Representative Adams Senator Aboud  
 Representative Biggs Senator Aguirre 
 Representative Cajero Bedford Senator Flake 
 Representative Rios Senator Garcia 
 Representative Yarbrough Senator Harper 
  Senator Verschoor 
 Senator Waring 
Absent:  Representative Boone  
 Representative Lopez  
 
APPROVAL OF MINUTES 
 
Hearing no objections from the members of the Committee to the minutes of October 18, 2007, Chairman Pearce stated that 
the minutes would be adopted. 
 
DEPARTMENT OF ECONOMIC SECURITY - Review of Increase to Division of Developmental Disabilities’ 
Therapy Rates. 
  
Mr. Jay Chilton, JLBC Staff, stated that this item was on the agenda last month, but at the request of the agency it was not 
heard.  Two years ago, the Auditor General reported that therapy services were the biggest unmet service need for individuals 
with developmental disabilities.  The Department of Economic Security (DES) estimates that this rate change will have about 
a $1.6 million annual General Fund impact.  The rates go into effect on January 1, 2008, so there will be a 6 month cost in FY 
2008 of about $800,000.  This increase was not included specifically in the FY 2008 budget but DES is using surpluses from 
existing appropriations to fund the adjustment.  The new rates are not an increase as much as they are a realignment of the 
rate restructure.  Currently, reimbursements depend on the distance that the therapist travels to provide the service of the 
clients.  In order to incentivize more locally based providers to rural areas, the new system increases the base rate of rural 
areas but also eliminates the travel time reimbursement.  The new system may decrease overall reimbursements for a 
therapist that travels from a metro to a rural area, for example, from Phoenix to the White Mountains, so some providers and 
client’s parents have expressed concern that the adjustment might negatively impact the availability of service in rural areas.  
The JLBC Staff provided 2 options for the Committee to consider, a favorable or unfavorable review. 
 
Discussion ensued on this item. 
 
Ms. Mary Gill, Deputy Director, DES, responded to member questions. 
 
Ms. Barbara Brent, Assistant Director, DES, responded to member questions. 
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Senator Burns moved that the Committee give an unfavorable review to the increase to the Division of Developmental 
Disabilities’ Therapy Rates. 
 
Senator Garcia moved a substitute motion for an unfavorable review with the provision that if the agency proceeds, they 
would be required to monitor the number of clients  in rural Arizona that are receiving services and assure that they are 
still receiving these services after December 1, 2007. 
 
Senator Burns and Chairman Pearce explained that the unfavorable review would mean that the agency should not 
proceed. 
 
After further discussion, Senator Garcia withdrew his substitute motion. 
 
Representative Rios moved a substitute motion for a favorable review and would like the client to proceed but evaluate 
and receive input from the clients.  The substitute motion failed.   
 
The original motion carried. 
 
DEPARTMENT OF REVENUE - Review of General Fund Revenue Enforcement Goals for FY 2008. 
 
Mr. Bob Hull, JLBC Staff, stated that the Department of Revenue’s (DOR) General Fund revenue enforcement goal for FY 
2008 is $369.8 million which is greater than their FY 2007 goal of $333.4 million, but less than the FY 2007 actual of $427 
million.  The department attributes the decrease of the FY 2007 actual to one-time revenue in 2 of the audit items which they 
do not expect to be repeated in FY 2008.  JLBC Staff provided 2 options for the Committee to consider, a favorable or 
unfavorable review.  Under either option, the JLBC Staff recommended that DOR continue to report license compliance and 
transaction privilege tax as separate items for FY 2009, since each program produces a significant dollar amount of audit 
revenue. 
 
Discussion ensued on this item. 
 
Mr. Vince Perez, Assistant Director of the Audit Division for DOR, responded to member questions. 
 
Senator Burns moved that the Committee give a favorable review to DOR’s General Fund Enforcement Goals for FY 2008 
and requested DOR to continue to report license compliance and transaction privilege tax as separate items for FY 2009, 
since each program produces a significant dollar amount of audit revenue.  The motion carried. 
 
ARIZONA DEPARTMENT OF ADMINISTRATION 
 
A) Review of Telecommunications Contractor and Carrier Cost Rate Structure. 
 
Mr. Dan Hunting, JLBC Staff, stated that the Arizona Department of Administration (ADOA) is recommending an increase 
in the states’ telecommunications budget of $671,000 for FY 2009.  Increases in non-appropriated and other appropriated 
funds of approximately $350,000 each will be offset by a small decrease in General Fund support.  While AZNet has been 
successful in reducing both carrier charges and phone service costs, these savings are negated by the nature of the aging of 
this equipment.  In FY 2009 ADOA will spend $6.7 million dollars to replace end of life voice and data equipment.  The 
JLBC Staff recommended that the Committee give a favorable review with the provision that a favorable review does not 
constitute an endorsement of any FY 2009 General Fund appropriations to cover higher AZNet costs or additional funding 
requests, nor does it constitute an endorsement of the ADOA expenditure plan.   
 
Senator Burns moved that the Committee give a favorable review to ADOA’s Telecommunications Contractor and Carrier 
Cost Rate Structure with the provision that a favorable review does not constitute an endorsement of any FY 2009 General 
Fund appropriations to cover higher AZNet costs or additional funding requests, nor does it constitute an endorsement of 
the ADOA expenditure plan.  The motion carried. 
 
B) Review of Emergency Telecommunication Services Revolving Fund Expenditure Plan. 
 
Mr. Dan Hunting, JLBC Staff, stated that this fund receives revenue from a monthly tax on wired and wireless phone 
accounts of 20 cents per month.  ADOA distributes money from this fund to cities and counties to aid in the development and 
enhancement of the 911 service throughout the state.  Eighty percent of the states’ population is now living in areas where 
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wireless 911 calls can be tracked to a specific location and travelers have continuous 911 coverage from Nogales up through 
Phoenix.  ADOA’s FY 2008 expenditure plan calls for $25.9 million to be used for both wired and wireless upgrades.  Of this 
amount, $16.8 million is directed toward enhancements for the wired portion of the states’ 911 system and to equipment used 
at 911 call centers that handle wired and wireless calls.  Additionally, $8.5 million is directed toward upgrades to the wireless 
911 service, mostly to establish phase 2 wireless 911 which tracks wireless calls to a specific location.  The JLBC Staff 
recommended the Committee give a favorable review to the $8.5 million wireless portion of the ETSF expenditure plan. 
 
Discussion ensued on this item. 
 
Senator Burns moved that the Committee give a favorable review to the ADOA’s $8.5 million wireless portion of the 
Emergency Telecommunication Service Fund expenditure plan.  The motion carried. 
 
STATE TREASURER - Review of Changes to Management Fees. 
 
Mr. Eric Billings, JLBC Staff, distributed Attachment 1 to the Committee on the Treasurer’s Management Fee Reduction 
Proposal.  Pursuant to a footnote in the General Appropriation Act, the Treasurer is required to come before the 
Committee for review prior to changing their current 8 basis point asset management fee.  Mr. Billings reviewed the 
attachment with the Committee.  Currently management fees are collected from state agencies and local governments and 
deposited into the General Fund.  General Fund monies are then appropriated to the State Treasurer.  The Treasurer’s 
proposal includes one of 2 options:  1) Eliminate management fees and instead allow the Treasurer to retain a portion of 
earnings, or 2) Allow the Treasurer to reduce the management fee to a level that will cover the costs of operation and 
allow the agency to retain these fees.  Both options would require statutory change in order to be enacted.  The purpose of 
reducing the management fees would be to attract more local government assets.  This would allow for greater yields and 
improved pricing power in transactions.  The JLBC Staff provided several options for the Committee to consider. 
 
Mr. Dean Martin, State Treasurer, discussed their proposal and responded to member questions. 
 
Senator Burns moved that the Committee give a favorable review of the plan to eliminate management fees in favor of 
funding the Treasurer’s operations from earnings with the provision that the Legislature enact the necessary statutory 
changes.  Prior to the Legislature enacting these changes, the management fee would become 6 basis points.  The motion 
carried. 
 
Without objection, the meeting adjourned at 11:35 p.m. 
 
Respectfully submitted: 
 
 
       __________________________________________ 
        Sandy Schumacher, Secretary 
 
 
       __________________________________________ 
        Richard Stavneak, Director 
 
 
       __________________________________________ 
            Representative Russell Pearce, Chairman 
 
 
NOTE: A full audio recording of this meeting is available at the JLBC Staff Office, 1716 W.  Adams.  A full video 
recording of this meeting is available at http://www.azleg.gov/jlbc/meeting.htm. 
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DATE: February 21, 2008 
 
TO: Senator Bob Burns, Chairman 
 Members, Joint Legislative Budget Committee 
 
THRU: Richard Stavneak, Director 
 
FROM: Jenna Goad, Fiscal Analyst 
 
SUBJECT: Arizona Department of Administration – Review of Health Reimbursement Account and 

Health Savings Account Proposals 
 
Request  
 
Pursuant to Laws 2007, Chapter 263, the Department of Administration (ADOA) has submitted a report 
for Committee review outlining a program for the use of health reimbursement accounts (HRAs) and 
health savings accounts (HSAs) for state employee health benefits.   
 
Summary/Recommendation 
 
The Committee has at least the following 2 options: 
 
1. A favorable review of the report. 
2. An unfavorable review of the report. 
 
ADOA has outlined a program to offer HRAs and HSAs for state employee health insurance benefits.  As 
instructed by Laws 2007, Chapter 263, the average employer cost of the programs does not exceed the 
average employer cost of the current self-insured state employee benefits program.  ADOA outlined 4 
options, including 2 HRA examples and 2 HSA examples.  On average, the employer cost of these plans 
is (3)% below the employer cost of the current plan, not including costs associated with implementation.  
However, HRAs and HSAs increase the employee’s potential exposure to higher health costs and it is 
estimated that only 2% of state employees would voluntarily elect one of these options over the current 
health plan offerings.  The financial impact on the employee would depend on the employee’s health and 
level of service utilization. 
 
Analysis 
 
With HRAs and HSAs, the state would provide employees with cash contributions that would be used to 
pay health costs.  These accounts are maintained either by the employer or by a third party administrator, 
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(Continued) 

and contributions can be made at regular intervals (biweekly, monthly, quarterly) or as 1 annual deposit.  
Employees may use funds from their HRAs and HSAs to pay health-related costs including the 
deductible, coinsurance requirements, and copayments.  These accounts are combined with health 
insurance plans with high deductibles where the plans require that the deductibles be met before the 
employee receives benefits.  These health plans are known as Consumer Driven Health Plans (CDHP) in 
the case of HRAs, or High Deductible Health Plans (HDHP) in the case of HSAs.  Under these health 
plans, employees pay the full cost of the service, rather than a modest copayment, until they reach the 
deductible.  Because employees pay the full cost of care out of their own accounts, they are more aware 
of the total cost of the health services they receive and are more likely to weigh the costs and benefits 
before seeking medical attention.        
 
Once an employee has reached the deductible, the plan will pay a certain percentage of the cost of 
services provided to the employee.  In the 4 examples submitted by ADOA, this coinsurance level ranged 
from 80% to 100% with the employee paying the remaining cost until an annual out-of-pocket maximum, 
which ranges from $1,000 to $10,000 in the sample plans, is reached.  Preventive care, office visits, and 
prescription drugs are often exempt from the deductible requirement.   
 
There are key differences between HRAs and HSAs relating to who contributes to the account, who is 
responsible for oversight of the account, and what happens when an employee retires or leaves state 
employment.  With HRAs, only the employer may contribute to the account.  While the employer retains 
the funds for the benefit of the employee, the account is still the property of the employer and HRA funds 
that remain after an employee terminates or retires revert back to the State to offset the cost of claims.  
Conversely, both the employer and the employee may make contributions to the employee’s HSA.  Funds 
in an HSA are the property of the employee and can be transferred by the employee upon termination or 
retirement.  In either case, contributions to and qualified expenditures from HRAs and HSAs are 
generally tax-free.  HRA and HSA funds that are not expended can be rolled over for use in future years. 
 
As instructed by Laws 2007, Chapter 263, ADOA has submitted 4 sample plans that do not exceed the 
average employer cost of the current state employee benefits program, excluding the cost of 
implementation.  Under the options premiums would decrease by 15% to 35%.  The State would continue 
to pay the majority of the monthly premium for the high deductible plan but would also make deposits 
into the employee’s HRA or HSA.  The monthly premiums contributed by the employee would remain at 
their current levels ($25 for an individual, $50 for an employee plus one dependent, and $125 for a 
family). 
 
Table 1 on the following page shows state costs for 2 sample plans that could be implemented.  The first 
option is an HSA with a low deductible and the second option is an HRA with a high deductible.  Under 
these options, the state would contribute between $720 and $2,880 annually to the employee’s HRA or 
HSA depending on the deductible level and the type of coverage selected (individual vs. family).  
Employees would then be able to use these funds to pay for medical expenses.  The deductibles selected 
ranged from $1,000 for an individual to $5,000 for a family and are lower than other high deductibles 
available in the marketplace to help make the plan attractive to state employees.  As the proposed 
employer contributions to the employee’s account are lower than the proposed deductibles, the financial 
impact on the employee would depend on the employee’s utilization of health services, as the employee 
would pay out-of-pocket for any costs that exceed the amount in their account until the deductible has 
been reached.
 
As HRAs and HSAs increase the employee’s potential exposure to higher health costs, the report 
estimates that only healthy employees with higher incomes will be interested in voluntarily participating 
in this plan.  For example, a healthy employee with a high income who does not anticipate utilizing health 
care services, and who would be able to afford the cost of care if an unexpected event occurs, may be 
interested in an HRA or HSA.  Conversely, an employee who frequently utilizes health care services and 
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believes the cost of his/her health care is likely to exceed the employer’s HRA or HSA contribution is 
unlikely to forgo traditional health insurance benefits in favor of an HRA or HSA.  ADOA estimates that 
2% of state employees, or 1,000 people, would be interested in participating in an HRA or HSA program 
because of the health benefits currently provided by the state.   
 
Due to the amount of administration needed to implement a new benefit option and to properly educate 
employees about HRAs and HSAs, ADOA believes the administrative costs may be unfeasibly high, as 
the plan is only slightly less expensive than the current system.  While implementing this new benefit and 
educating employees is likely to be costly in the short-term, these costs will diminish in future years as 
employees become more familiar with the HRA and HSA options.  
 
The report found that there is currently no single compelling reason for the State to implement an HRA or 
HSA benefit option.  However, the report also states that although there are no persuasive arguments for 
the immediate addition of a high deductible health plan option, there is little or no risk to the other self-
funded health plans to experimenting with such an option.  The report does state that HRAs and HSAs 
would be more attractive to employees if the State were to move to more cost-sharing with employees and 
the employee contribution for the current health insurance plans was raised.   
 

 

RS/JG:sls 
 

Table 1 

Yearly Employer Contributions 
  

 
Employer 
Premium 

 
Employer 
HRA/HSA 

Contribution 

 
 

Total  
Employer Cost 

 
Potential 

Employee Out-
of-Pocket Costs 1/ 

Current Plan    
Single $ 5,353 N/A $ 5,353 $   300 
Two Person 10,685 N/A 10,685 600 
Family 13,933 N/A 13,933 1,500 

Option 1: HSA 
Lower Deductible  

    

Single $ 4,561 $   720 $ 5,281 $   580 
Two Person   9,105   1,440 10,545 1,160 
Family 11,772   1,440 13,212 2,060 

Option 2: HRA 
Higher Deductible 

    

Single $ 3,826 $1,440 $ 5,266 $1,360 
Two Person   7,638   2,880 10,518 2,720 
Family   9,766   2,880 12,646 3,620 

____________ 
1/ These amounts represent the annual premium and the difference between the employer account contribution and the deductible.  These 

amounts do not include copayments or the coinsurance payments required once the deductible has been met. 
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DATE: February 21, 2007 
 
TO: Senator Bob Burns, Chairman 
 Members, Joint Legislative Budget Committee 
 
THRU: Richard Stavneak, Director 
 
FROM: Dan Hunting, Fiscal Analyst 
 
SUBJECT: Arizona Department of Environmental Quality – Review of Water Quality Permit 

Processing Times 
 
Request 
 
In accordance with Laws 2007, Chapter 255, the Arizona Department of Environmental Quality 
(DEQ) has submitted for review a report documenting water quality permit processing times for 
FY 2007 and 2008.  
 
Recommendation 
 
The Committee has at least the following options: 
 
1. A favorable review of the request. 
2. An unfavorable review of the request. 
 
Analysis 
 
Laws 2007, Chapter 255, required DEQ to submit a report on water quality permit processing 
times for FY 2007 and projected totals for FY 2008.  This report was also required to include the 
total number of staff hours and total costs to process water quality permits, and the progress 
made in reducing permit processing times.  This report is included as an attachment with this 
memo.  In FY 2008, DEQ’s Water programs were appropriated a total of $12.5 million, an 
increase of 24% over FY 2007 funding levels.  Most of this additional appropriation was directed 
to permit processing staff. 
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FY 2007 
 
In FY 2007, the department received a total of 2,902 water quality permit applications.  Of 44 
permit types listed, on average DEQ met the Licensing Timeframe (LTF) for all but 2 permit 
types.  These 2 permit types are for individual Aquifer Protection Permits requiring a public 
hearing.  The 5 permits issued in these 2 categories exceeded the allowed timeframe by an 
average of 15 days.  While the average processing time exceeded the licensing deadline for only 
2 permit categories, DEQ exceeded the deadline for at least 1 permit in 7 categories. 
 
FY 2008 
 
The department received a total of 1,216 applications during the period of July 1 to November 
31, 2007.  Year-to-date in FY 2008, the average processing time has exceeded the deadline at 
least once for 7 of 47 permits types. The department is projecting average time for all types of 
permits will be within the specified permit processing timeframe. 
 
In FY 2008, the department projects it will receive 457 fewer water permit applications than the 
previous year, a decrease of 15.7%.  Costs of processing permits are expected to increase by 
$468,800, or 8.5%.  The decrease in applications, coupled with the growth in costs results in an 
increase the average cost per permit of 26% over FY 2007. At the same time, the average 
number of staff hours required to process these permits is expected to rise by 29% in FY 2008.  
The table below contains actual permit information for FY 2007 and projected information for 
FY 2008.   
 

Water Quality Permits 
      

 
Applications 

Staff 
Hours 

Average Hours 
Per Permit Staff Costs 

Average Cost 
Per Permit 

FY 2007 2,902 99,624 34.3 $5,501,800 $1,900 
FY 2008 (est.) 2,445 107,922 44.1 5,970,600 2,400 
   Total 5,347 207,546 38.8 $11,472,400 $2,100 

 
RS/DH:ss 
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DATE:  February 21, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Steve Schimpp, Deputy Director 
 
SUBJECT: Auditor General – Review of English Learner-Related Modifications to the State 

Accounting System for Public Schools 
 
Request 
 
Pursuant to A.R.S. § 15-756.04, Subsection E and A.R.S. § 15-756.11, Subsection F, the Office of the 
Auditor General has submitted for Committee review modifications to the state accounting system for 
public schools that it has implemented pursuant to Laws 2006, Chapter 4 (the English Learner bill from 
the 2006 Legislative Session).   
 
Summary 
 
The JLBC Staff recommends that the Committee give the modifications a favorable review, as they 
conform with statutory requirements.   
 
Analysis 
 
Laws 2006, Chapter 4 established new funding procedures for programs that serve English Learners.  It 
also established 2 new state-level funds for funding those programs, which are the “Arizona Structured 
English Immersion Fund” and the “Statewide Compensatory Instruction Fund.”  Chapter 4 instructed the 
Office of the Auditor General to modify the state accounting system for public schools in order to reflect 
the establishment of the 2 new funds.  It also required the modifications to be reviewed by both the 
English Learner Task Force established by the bill and by the Joint Legislative Budget Committee.  The 
English Learner Task Force reviewed the modifications without comment at its meeting on November 8, 
2007.    
 
The Office of the Auditor General modified numerous accounting forms, instruction sheets, and related 
publications in order to meet the requirements of Chapter 4.  Given the large number of documents 
involved, only sample pages are attached for illustration.  Attachment 1, for example, shows a form on 
which school districts are now required to report general expenditures from the 2 new funds.  Attachments 
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2 and 3 show similar forms on which school districts are now required to report desegregation-related 
expenditures from those funds.  Attachment 4 provides an excerpt from the “chart of accounts” for public 
schools, which now explains the types of expenditures that should be accounted for under the 2 new 
funds.   
 
Chapter 4 did not require Committee review of related forms that school districts and charter schools will 
submit annually to the Arizona Department of Education in order to request funding from the 2 new 
funds.  The English Learner Task Force has separately discussed and approved those forms at meetings 
during the past year.    
 
RS/SSc:ss 
Attachments 
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DATE:  February 21, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Leah Kritzer, Fiscal Analyst 
 
SUBJECT: Arizona Community Colleges – Review of Proposed Dual Enrollment Intergovernmental 

Agreement Template 
 
Request 
 
Pursuant to A.R.S. § 15-1821.01, Arizona Community Colleges request Committee review of  the 
uniform intergovernmental agreement (IGA) template for dual enrollment that has been developed by the 
community college districts.  This review requirement was instituted by Laws 2007, Chapter 229, which 
established a number of new measures to ensure consistency of dual enrollment IGAs.      
 
Summary 
 
The JLBC staff recommends a favorable review, as the draft IGA template appears to conform to 
statutory requirements.  
 
Analysis 
 
Laws 2007, Chapter 229, instituted a number of new requirements for streamlining the dual enrollment 
IGA format and content.  A.R.S. § 15-1821.01 required the IGA be submitted for review by December 
31, 2007.  These agreements are formed between a community college district and a school district or 
charter school.  Background information regarding the dual enrollment program and a brief review of the 
template IGA are provided below.  
 
Background 
 
The dual enrollment program allows high school students to take community college level courses for 
credit while still attending high school.  These courses are taught on the high school campus during 
regular school hours by a community college-certified high school instructor.  In FY 2007, 39,970 
students were dual enrolled in the 1,108 courses which were offered throughout the 11 community college 
districts.  
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Previously, districts developed their own IGAs, resulting in a lack of consistency across the community 
college system.  The proposed template would be used by all districts.  
 
The proposed IGA template appears to include all of the following required by A.R.S. § 15-1821.01, so a 
favorable review is recommended:  
 

1. The financial provisions and billing format of the agreement or contract.  
2. The number of full-time student equivalent funding received by the college, the portion of these 

funds that are distributed to the school district governing board or charter school, and the portion 
that is subsequently returned to the college.  

3. The college’s student tuition and financial aid policies, including scholarships or grants awarded 
to students.  

4. Accountability provisions for all parties involved.  
5. The responsibilities and services required by each party.  
6. The quality and type of instruction as well as the titles of courses to be offered under the 

agreement or contract.  
 
RS/LK:ss 
Attachments 
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DATE:  February 21, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Dan Hunting, Fiscal Analyst 
 
SUBJECT: Department of Environmental Quality – Review of Intended Use of Monies in the 

Indirect Cost Recovery Fund 
 
Request 
 
Pursuant to a footnote in Laws 2007, Chapter 255 (General Appropriation Act), the Department of 
Environmental Quality (DEQ) requests Committee review of the intended uses of Indirect Cost Recovery 
Funds in excess of $10,768,900. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review to the department’s request.  
 
Analysis 
 
The Indirect Cost Recovery Fund is used to pay administrative and overhead expenses for DEQ programs.  
Laws 2007, Chapter 255 requires Committee review if DEQ plans to exceed the appropriated amount 
from the Indirect Cost Recovery Fund.  In FY 2008, this cap was set at $10,768,900, as modified for 
statewide salary and other adjustments 

DEQ has expended $6,251,700 from this fund in the first 2 quarters of FY 2008.  They anticipate 
spending a total of $12,475,800 for the entire fiscal year.  In comparison, they spent $11,825,500 in FY 
2007.  They intend to spend the additional monies on salaries, rent, and other operating expenses. 

Although the Indirect Cost Recovery Fund is appropriated, monies are transferred to it from other funds, 
not directly deposited into it.  Federal grants supply 28% of the fund, with an additional 39% coming 
from other non-appropriated sources.  The remaining 33% of the fund originates in appropriated funds 
that are derived from fees such as charges for the Vehicle Emission Inspection program and landfill 
tipping fees. 

RS/DH/ss 
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DATE:  February 21, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Kimberly Cordes-Sween, Principal Fiscal Analyst 
 
SUBJECT: Department of Public Safety – Quarterly Review of the Arizona Public Safety 

Communication Advisory Commission  
 
Request 
 
Pursuant to A.R.S. § 41-1830.42C, the Department of Public Safety (DPS) has submitted for review its 
FY 2008 first quarter expenditures and progress report for the statewide interoperability design project. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the request.  First quarter 
expenditures totaled $255,000 of approximately $3,878,100 in FY 2008 funding.  Activities in the first 
quarter addressed projects identified in the Public Safety Communication Advisory Commission (PSCC) 
timeline relating to both the “short-term” and “long-term” interoperable solutions. 
 
In October, the Information Technology Authorization Committee (ITAC) approved the complete 
Demonstration Project.  In November, the Arizona Department of Homeland Security (AZDOHS) 
awarded $2.5 million of the $4.8 million, as intended by the Legislature, to DPS for the microwave 
project backbone of the statewide interoperability plan. 
 
Analysis 
 
Background 
The Arizona PSCC was established to develop a statewide standard-based interoperability system that 
allows public safety personnel from one agency to communicate, via mobile radio, with personnel from 
other agencies.  An interoperable system enhances the ability of various public safety agencies to 
coordinate their actions in the event of a large-scale emergency, as well as daily emergencies.  
Construction costs of a statewide interoperability communication system have been estimated to be as 
high as $300 million.  The PSCC timeline (see Attachment A) targets the establishment of a financing and 
development plan for the system by July 2008. 
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(Continued) 

Activities 
PSCC progress in the first quarter with regards to the timeline and the “short-term” interoperable solution 
included increasing the number of Arizona Interagency Radio System (AIRS) user agencies to 104.  This 
short-term solution, while allowing interagency communication, is limited to a single talk group, which is 
described as a single conversation between users in a geographical area.  The PSCC describes this 
functionality as “basic interoperability” for first responders.  The full deployment of AIRS, which 
includes the installation of equipment at over 40 sites, is expected by July 2009 (Milestone 9).   
 
The long-term solution differs from the short-term solution in that it will allow an unlimited number of 
talk groups, creating a more robust interoperability solution open to more simultaneous users than AIRS.  
With respect to the “long-term” interoperable solution, the PSCC continues to develop the conceptual 
design and has identified necessary sites for the statewide system.  The Commission is adding a 700MHz 
trunked site to both existing Phoenix and Yuma communications systems and plans to amend current 
IGA’s with both jurisdictions to allow sharing of communications sites and microware systems and 
provide general expansion by using pass-through monies.  The PSCC plans to further expand the 
700MHz coverage areas in Maricopa and Yuma Counties.  Arizona State University is also building a 
trunked radio system for the 4 campuses by using a 700MHz plan and anticipates merging with the 
Phoenix Regional Wireless Network system (Milestone 4, 10, and 11).   
 
The PSCC is working on a demonstration project, which will be based on the technical standards adopted 
by the PSCC in April 2007.  The demonstration project will show the improved day-to-day 
interoperability between multiple jurisdictions using a shared radio.  The PSCC submitted a Project 
Investment Justification (PIJ) of the demonstration project to the Information Technology Authorization 
Committee (ITAC) in October and it was subsequently approved.  The Commission anticipates full 
implementation of the pilot project by the end of FY 2008 (Milestone 6). 
 
In July 2007, the U.S. Departments of Commerce and Homeland Security announced that Arizona will be 
eligible to receive $17.7 million in grant awards for statewide interoperable communications systems, 
which will be received through the Public Safety Interoperable Communications Program.  The proceeds 
from a commercial radio spectrum sale, $968 million, were divided among the 50 states, 5 U.S. territories 
and possessions, and the District of Columbia.  The awards were determined based on a risk assessment 
formula, with 5% being made available at the end of September and the remaining 95% available in 
March 2008 based on a completed statewide interoperability plan.   
 
During the first quarter of FY 2008, PSCC completed its Statewide Communications Interoperability Plan 
(SCIP) for application to the federal Department of Homeland Security, as required to receive federal 
funding.  The plan includes 5 investment justifications (IJ’s), in order of priority, 1) modern regional 
enhancements, 2) improving the microwave backbone infrastructure, 3) AIRS, 4) network connections to 
regional communications systems, and 5) the PSCC long-term solution.  Of the $17.7 million granted to 
the State of Arizona, the PSCC indicates that up to $1.4 million will be used to develop a strategic 
technology reserve components to support communications during disasters (Milestone 9). 
 
The Commission expects to use the remaining $16.3 million of federal funding for completion of the AIRS 
network and upgrading the DPS microwave system.  The microwave system is the backbone of the DPS 
statewide radio system and is divided into 3 segments, also called loops.  The total cost of the microwave 
system upgrade project is currently estimated at $46.4 million.  The Legislature has approved funding for 
the South Loop in the amount of $2.5 million each year from FY 2007 through FY 2009.  The amount is a 
combination of General Fund, Game and Fish Fund, and State Highway Fund dollars.  It was also expected 
that $1.6 million of Homeland Security money would be distributed for this project in each year over the 
same span.  At the July 2007 JLBC Meeting, the AZDOHS indicated that they intend to follow legislative 
intent to fund the entire $4.8 million for the microwave project, despite not having funded the original 
FY 2007 microwave project request.  In November 2007, an award of $2.5 million was made by the 
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AZDOHS to DPS and this money will be allocated on a reimbursement basis.  The remaining $2.3 million 
of the anticipated ASDOHS funding for this project has not yet been awarded. 
 
Expenditures 
Laws 2004, Chapter 275 included a non-lapsing appropriation of $3 million to DPS in FY 2005 for the 
design costs of a statewide radio interoperability communication system.  At the beginning of FY 2008, 
$2,494,800 was remaining from that non-lapsing appropriation.  In addition, the Legislature appropriated 
$1,383,300 to DPS in FY 2008 from the General Fund for PSCC.  Therefore, there was a total of 
$3,878,100 in monies available for expenditure in FY 2008.  
 
In the first quarter, the PSCC expended roughly $255,000 for costs associated with 7 filled FTE Positions, 
federal engineering costs, and building lease.  First quarter expenditures did not include any spending 
from PSCC’s non-lapsing funds.  As a result, there is $3,623,100 in funding available for the remainder of 
FY 2008. 
 
Table 1 indicates FY 2008 monies available for expenditure and expenditures for the first quarter in 
FY 2008. 
 

Table 1 
PSCC Appropriation & Expenditures 

  
FY 2008 Funding 

Available 
1st Quarter 

Expenditures 
Personal Services $    697,800  $108,800  
Employee Related Expenditures 251,500  43,400  
Professional & Outside Services 2,629,900 1/ 57,800 2/  
Travel - In State 51,400  700  
Travel - Out of  State 36,600  1,500  
Other Operating Expenditures 159,700  42,800  
Equipment        51,200            -- 
 Total Operating Expenditures $3,878,100  $255,000  
______________ 
1/   The amount remaining from the Laws 2004, Chapter 275 non-lapsing appropriation of $3 million 

is included in the Professional & Outside Services line.  Of the total FY 2008 funding available, 
there is also $135,100 of the FY 2008 allocation 

2/   First quarter expenditures in Professional & Outside Services include only monies allocated for  
      FY 2008. 

 
RS/KCS:ss 
Attachment 
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DATE:  February 21, 2008 
 
TO:  Senator Bob Burns, Chairman 
  Members, Joint Legislative Budget Committee 
 
THRU:  Richard Stavneak, Director 
 
FROM:  Bob Hull, Principal Research/Fiscal Analyst 
 
SUBJECT: Arizona Department of Transportation – Review of Third Party Progress Report 
 
Request 
 
Pursuant to a footnote in the FY 2008 General Appropriation Act, the Arizona Department of 
Transportation (ADOT) requests review of its semiannual progress report for the first half of FY 2008 
regarding increasing third party transactions.  Motor Vehicle Division (MVD) third parties allow the 
public to conduct certain MVD transactions through private sector third party entities instead of using 
MVD customer service offices. 
 
Recommendation 
 
The JLBC Staff recommends that the Committee give a favorable review of the first half report, given the 
progress ADOT is making in increasing its use of third parties.  The next semiannual report on third party 
quality assurance is due by July 30, 2008. 
 
With the exception of traffic survival schools, ADOT continues to increase its number of third parties.  
ADOT has suspended their single non-commercial driver license third party, who has chosen not to 
implement electronic non-commercial driver license testing. 
 
Analysis 
 
Third Party Title Transactions Quality Assurance 
The section’s backlog of title transactions increased from 11 business days in FY 2007 to 14 business 
days.  ADOT attributed the delay to staff turnover but reports that the backlog is returning to normal with 
the recruitment and training of new staff.  Previously, the backlog had decreased from 31 business days in 
FY 2006 due to a 1-year pilot project, begun on April 1, 2007, for a new statistical sampling method that 
cut the percentage of third party work that was reviewed by MVD quality assurance from 10% to 4%.  
The Committee asked, at its May 10, 2007 meeting, that ADOT provide a progress report on their 1-year 
pilot project by April 30, 2008.   
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ADOT is processing applications for 65 entities, including both those on the former waiting list and new 
applicants who are interested in becoming third parties.  There are currently 116 third parties, including 
15 new third parties added in FY 2008. 
 
Third Party Vehicle Identification Number Inspections 
ADOT is processing applications for 60 entities, including both those on the former waiting list and new 
applicants who are interested in becoming third parties.  There are currently 469 existing third parties, 
including 25 new third parties added in FY 2008.  The JLBC FY 2009 Baseline includes an increase of 2 
FTE Positions for new title and vehicle identification number inspection third parties. 
 
Third Party Driver Schools 
ADOT has eliminated the waiting list for new commercial and non-commercial driver schools and driver 
license examiners.  There are currently 64 professional driving school third parties.  ADOT reports that 
they have converted MVD customer service offices to electronic driver license testing.  ADOT’s use of 
electronic driver license testing has not affected commercial and non-commercial driver schools and 
driver license examiners who continue to issue certificates of completion to their students.  However, 
ADOT has suspended their single non-commercial driver license third party who has chosen not to 
implement electronic testing.   
 
MVD licenses traffic survival schools and certifies instructors.  Their approved staffing has not changed 
from FY 2005.  Drivers with certain traffic violations are required by MVD or a court to attend and 
successfully complete a traffic survival school in order to avoid driver license suspension.  There are 77 
traffic survival school third parties and 68 entities are on the waiting list.  The JLBC FY 2009 Baseline 
includes an increase of 2 FTE Positions to eliminate the third party waiting list for traffic survival 
schools. 
 
RS/BH:ck 
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